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^JEFACE 



The Local Government Commission for England has begun to review those areas 
specified by the Secretary of State . In each area the Commission has been considering 
whether a unitary structure would better reflect the identity and interests of local 
communities , secure effective and convenient local government and offer/ clear 
democratic accountability. 

The local government finance system , per se , will not change as a result of the review. 
However , reorganisation of local government areas - either through changes to functional 
responsibilities or to authorities' boundaries - will have considerable implications both 
for the operation of authorities and their financial arrangements, not least as regards the 
need for appropriate transitional arrangements. 

The Department of the Environment is holding technical discussions with representatives 
of the Association of County Councils and the Association of District Councils in order 
to develop practical proposals to deal with these issues. The Department is most grateful 
for their valuable assistance. It is intended in a series of papers to consult the Local 
Authority Associations and local authorities on all these proposals , and thereafter to 
make regulations and orders under the Local Government Act 1992 to give effect to the 

proposals which are adopted. 

This first paper sets out proposals for handling any transfers of assets and liabilities 
between local authorities necessitated by local government reorganisation. It also sets out 
proposals on certain associated financial matters including the administration of loan 
debt following a reorganisation. The proposals do not assume any particular outcome of 
the review in . any particular area , hut are intended to have application to whatever 
structures are finally recommended by the Commission and approved by Parliament. 

The Department invites comments on these proposals which should be submitted by 1 
October 1993 and addressed to the Department of the Environment , Room N4/21 , 2 
Marsham Street , London, SW1P 3EB , marked for the attention of Mr S Brockett. 
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hapter 1 



Introduction And Summary 

The Reorganisation Process - • 

Local Government Commission 



1.1 An independent body, the Local Government Commission ("the Commission"), 
has been established by the Local Government Act 1992 ("the 1992 Act") with a 
remit: 



(a) to conduct reviews of such local government areas in England as are 
specified by the Secretary of State; 

(b) to recommend to the Secretary of State what structural, boundary or 
electoral changes, if any, he should make in respect of those areas; and 

(c) independently of such reviews to conduct periodic reviews of principal local 
government areas in England to recommend to the Secretary of State what 
electoral changes, if any, he should make in respect of such areas. 

1.2 The Government may by Order give effect to all or any of the Commission’s 
recommendations, with or without modification. Before making such an Order 
Parliamentary approval must be obtained. 

The Process of Transition 

1 .3 Where as the result of a review, there are structural or boundary changes, broadly 
three situations may arise: 

(a) a new authority may be established to take over the functions and area of 
one or more predecessors; • 
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(b) an existing authority may assume the functions of the other principal tie r * 
local government (ie. a county council may assume district council functions 
and vice versa) in a particular local government area\ 

(c) the boundaries of a local government area may be altered. 

In certain cases where a satisfactory structure., seems unlikely to be achieved without 
joint arrangements, these may be recommended by the Commission and established 
either voluntarily by the authorities concerned or under the appropriate statute by 
Government. The Department intends in a further paper to consult on the finan cing 
of any such joint arrangements. 

Shadow Running 

1.4 It is proposed that elections should be held in all areas to be restructured, 
generally in May of the preceding year, whether or not a new authority is to be 
created. Where an existing authority assumes new functions, it is proposed that fresh 
elections should be held for all seats on that council. Elections would be held on the 
basis of any new electoral arrangements recommended by the Commission and 
approved by Parliament. 

1 .5 It is envisaged that successor authorities would have a period of " shadow running " 
from the date on which the newly elected councillors first meet. Shadow running 
would include the preparation of a budget and setting council taxes for the initial year 
after the restructuring, and planning for the authority’s new role and responsibilities. 
A new authority would have shadow status during this period. Where an existing 
authority is to take on additional functions, the newly elected council would be 
responsible during the period of shadow running for both the exercise of the 
authority’s existing functions and for planning for the assumption of the additional 
functions and responsibilities. The Department intends to issue a further consultation 
paper on proposals for the financial arrangements which are to apply to authorities 
during their shadow running . 

Summary of K e y Pro p o sals 

Transfer of Land, Buildings, and Associated Property 

1 .6 The Government’s aim is that the future of all real property of outgoing authorities 
is as far as possible settled by agreement between successors, and that on 
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r ganisation surplus real property is identified and sold - the proceeds being 
distributed as capital receipts between all successor authorities. Such agreement may 
include provision for joint use of property. 

1.7 On reorganisation, it is proposed that all land, buildings, and associated property 
would transfer to successor bodies. In cases where authorities are abolished, the 
Government proposes that a national residuary body, which it intends to establish, 
would during the period of shadow running agree with successors which property is 
surplus and assist them in the process of identifying operational property. 

1 .8 It is proposed that an abolished authority ’s property, which it is agreed is surplus, 
would transfer to the residuary body for sale. Proceeds from the sale of such property 
would be distributed as capital receipts to the successor authorities in the area. 
Property which it is agreed is required for the exercise of particular functions would 
transfer with those functions to successor authorities. 

1.9 In cases where the authorities are unable to reach agreement, it is proposed that 
such "residual" property would transfer to the custody of the residuary body. The 
residuary body would then decide on the future of that residual property in 
consultation with the successors. 

1.10 Where there has been a change of structure or boundary in relation to an 
authority but it has not been abolished, it is envisaged that an arbitrator would assume 
responsibility for dealing with difficult cases concerning that authority’s property. In 
these cases, residual property would remain in the interim with the authority losing 
function or area ("the relinquishing authority "). Surplus property would be sold by the 
authority gaining the functions or area ("the acquiring authority "), and the proceeds 
shared between it and the relinquishing authority. 

Current Assets. Liabilities Other Than Loan Debt, and Reserves etc 

1.11 It is proposed that all such assets (eg stocks, debtors), liabilities (eg creditors), 
and provisions and reserves (including usable capital receipts, and provision for credit 
liabilities) would transfer to successor authorities. It is proposed that an abolished 
authority’s reserves, after allowing for certain earmarking, would be shared between 
successors - usable capital receipts pro-rata to population, and other reserves pro-rata 
to the council tax base. It is proposed that an appropriate cash settlement would be 
made between successor authorities having regard to the current assets and liabilities 
which they have inherited and their share of the abolished authority’s reserves. 
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1.12 Where an authority has been abolished and there are several successor authorif ' 
it is proposed that, in the main, successor authorities should agree on the transfer of 
particular current assets or liabilities. It is likewise proposed that transfers between 
relinquishing and acquiring authorities should in the main be by agreement. It is 
proposed, however, that the right to collect outstanding local taxes (ie rates, 
community charges, non-domestic rates, and council taxes) and associated rights would 
pass to the authority in whose area the dwelling/property etc to which the tax relates 
is situated. Where agreement on the future of any asset or liability is not possible, it 
is proposed that generally this would pass to a designated successor ("the designated 
authority ") which would be prescribed by order (which would be subject to prior 
consultation with all successors), or remain with the relinquishing authority as the case 
may be. The assets and liabilities inherited by any authority would be reflected in the 
cash settlement for that authority. 

Accounts and Audit 

1.13 Where an authority has been abolished it is proposed that closing its accounts 
would be the responsibility of the successor authority , or if there are several 
successors, one of these (which would also be the designated authority for current 
assets and liabilities). It is proposed that an abolished authority’s accounts, closed by 
a successor, authority , would continue to be subject to the local government audit 
regime. 

Loan debt 



1 . 14 In relation to loan debt it is proposed that where an authority is abolished its loan 
debt and credit arrangements would pass to a designated debt administration authority 
which would either be the successor authority or, if there are several successors, one 
of these (which would also be the designated authority for current assets and 
liabilities). The designated authority would be responsible for repayments of principal 
and payments of interest. Where there are several successors these authorities would 
make contributions to the payments made by the designated authority. Except in the 
case of contributions associated with housing loan debt, it is proposed that unless there 
is local agreement to the contrary the apportionment of contributions would be pro-rata 
to the council tax base of the relevant authorities. The apportionment of housing 
associated contributions would reflect the arrangements for the treatment of housing 
revenue accounts on a reorganisation, on which the Department intends to consult 
separately. Analogous arrangements are proposed in the case of relinquishing and 
acquiring authorities. 
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^ Emission of Comments 



1.15 Comments on the proposals in this consultation paper should be sent to: 

Department of the Environment 
Room N4/21 
2 Marsham Street 
London SW1P 3EB 

Responses should arrive no later than 1 October 1993. Envelopes containing responses 
should be marked for the attention of Mr S Brockett. 

1.16 Any enquiries about the contents of this consultation paper should be directed to 
Mr K Lloyd (071-276-3108), Mr S Brockett (071-276-3109), Mr John D Apps (071- 
276-3112), or to Ms V Wilson (071-276-3129), at the Department of the Environment-, 
Room N4/21, 2 Marsham Street, London, SW1P 3EB. 

1.17 The Government may wish to publish responses to this consultation paper in due 
course, or to deposit them in the Libraries of the Houses of Parliament or in the 
Department’s library. Respondents who wish their responses to be treated as 
confidential should state this clearly: the Department will assume that other responses 
can be published. All responses may, in any case, be included in any statistical 
summary of numbers of comments received and views expressed. 
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^hapter 2 



The Reorganisation Process And 
Transitional Arrangements 

Executive Summary 

2.1 This chapter provides an overview of the possible implications for any local 
government area , and for the local authorities within it, of a reorganisation following 
a review by the Commission. In particular it describes: 

(a) structural and boundary changes, defining the categories into which 
authorities may fall during a reorganisation; and 

(b) the process of implementing such changes through orders and regulations 
under the 1992 Act, including a timetable for the various stages in the process, 
and proposals for establishing the new structure and boundaries which include 
proposals for a residuary body. 

2.2 In the case of boundary or structural changes there may be abolished authorities , 
whose area or functions have been transferred to successor authorities which may be 
new authorities or reorganised authorities. An authority losing land or functions (but 
not abolished) will be a relinquishing authority , and that gaining from such an 
authority will be an acquiring authority. A particular authority may, for example, be 
both a successor authority in relation to an abolished authority and an acquiring 
authority in relation to a relinquishing authority. 

2.3 In the case of a new authority', it is proposed that elections will first be held on 
the electoral date ; the authority will then be established as a body corporate on the day 
(the establishment date) that the duly elected councillors for the new authority come 
into office and on which the first meeting of the new authority is held. At its 
establishment the new authority will be vested with functions appropriate to its period 
of shadow running ; these functions will include planning for the financial years 
beginning on or after the full vesting day and calculating a budget and council taxes 
for the first such year. The authority will be fully vested with its new functions on the 
reorganisation date. 
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2.4 In cases where an existing authority is to assume additional functions or rece ; '^ 
additional area, there will also be a period of shadow running. It is envisaged that on 
the electoral date there will be elections to the council of a reorganised authority on 
the basis of any new electoral areas or boundaries specified in the principal order. The 
period of shadow running , during which the authority will be able to plan for the 
assumption of its new responsibilities, will begin on the establishment date , being that 
date on which the new council first meets.* * 

2.5 The Government proposes that a designated authority would be established in 
certain cases to take the lead in dealing with certain residual matters where there is 
a number of successor authorities to an abolished authority . It is also proposed to 
establish a national residuary body to undertake certain functions in relation to the 
transfer of property in the area of abolished authorities. It will be open to authorities 
to establish joint arrangements for the provision of services after a reorganisation 
date , and in certain circumstances joint arrangements might be statutorily required. 
The Government considers, however, that unitary authorities should, wherever 
possible, be responsible for all local government functions to secure enhanced 
accountability. 
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le Chapter 



Preliminary Definitions 

2.6 A number of terms used in this chapter are defined below: 

(a) a local government area is a non-metropolitan county in England, a district 
in England , a London borough, a metropolitan county, Greater London, the 
City of London, the Inner Temple, the Middle Temple or a parish ; 

(b) a non-metropolitan area is an area which is, or as a result of any 
recommended boundary change would be, a non-metropolitan county or a non- 
metropolitan district ; 

(c) a principal area is a non-metropolitan county in England, a district in 
England or a London borough ; 

(d) a review area is an area for which the Secretary of State has directed the 
Commission to undertake a review in accordance with section 13(1) of the 1992 
Act; 

(e) a principal order is an order approved by Parliament and made under 
section 17 of the 1992 Act implementing the recommendations of the 
Commission in respect of structural, boundary or electoral changes. 

Changes of Structure and Boundary 

2.7 The Commission may, on the direction of the Secretary of State, undertake 
reviews under section 13 of the 1992 Act which examine the structure, boundaries and 
electoral arrangements in local government areas in England. The Commission may 
also undertake periodic reviews of the electoral arrangements in principal areas. 

Structural Changes 

2. S In the context of the local government review structural change involves the 
replacement in any non-metropolitan area of the two principal tiers of local 
government with a single tier. This means either: 
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(a) the transfer of functions exercised by the county council in a district are' ' 
the district council for that area; or 

• (b) the transfer of functions exercised by district councils in a county area to the 
county council for those areas. 

Boundary Changes 

2.9 Although the currently announced reviews are concerned with non-metropolitan 
areas , the Commission is empowered, if so directed, to undertake reviews in respect 
of any local government area. As a result of a review, the Commission may 
recommend boundary changes which involve: 

(a) the alteration of a local government area ; 

(b) the constitution of a new local government area (of any description) by 
means of: 

(i) amalgamating two or more such areas, 

(ii) aggregating parts of such areas, or 

(iii) separating part of any such area; 

(c) the abolition of a metropolitan county or a principal area and its distribution 
among other areas of like description (for these purposes metropolitan districts 
are areas of like description to non-metropolitan districts , and metropolitan 
counties are areas of like description to non-metropolitan counties ). 

2.10 Boundary changes may also result in changes to parochial boundaries which may 
mean: 



(a) the constitution of a new parish by: 

(i) the establishment as a parish of any area which is not already a parish 
or part of one, or 

(ii) the aggregation of the whole or part of any such area with one or more 
parishes or parts of parishes; 
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(b) the abolition of a parish, with or without distribution to others. 
Consequences of Structure and Boundary Changes 

2.11 As part of wider recommendations concerning structural or boundary changes the 
Commission may make other recommendations involving: 

(a) abolition of authorities where their functions have been transferred or their 
area altered substantially; 

(b) new authorities being established as district or county councils where there 
have been substantial boundary changes; 

(c) joint arrangements being established in relation to functions affected by 
structural or boundary changes. 

2.12 For the purposes of transition it is proposed that authorities affected by principal 
orders should fall into the following categories: 

(a) an abolished authority : any authority which is, or is to be, dissolved by a 
principal order as a result of the transfer of all its functions or loss of its area 
or a substantial part of its area; 

(b) an acquiring authority : an authority which in any area exercises (including 
through joint arrangements), or is so to exercise, from the reorganisation date 
(see below) functions previously exercised in that area by a relinquishing 
authority (see below); an authority may be both an acquiring authority in 

• relation to a particular relinquishing authority and a successor authority (see 
below) in relation to a particular abolished authority ; accordingly, an acquiring 
authority may be a reorganised authority (see below) or, if it is the successor 
to an abolished authority , a new authority (see below); 

(c) a new authority : any authority which is established by a principal order as 
a result of boundary changes; a new authority will necessarily be a county 
council or a district council , which in either case may or may not in addition 
to the functions currently exercised by such an authority have from the 
reorganisation date all the functions exercised before that date by authorities of 
the other principal tier of local government; an acquiring authority may also be 
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a new authority if it is also the successor authority in relation to an abolis i 
authority ; 

(d) a relinquishing authority : any authority which as a result of a principal 
order ceases from the reorganisation date to exercise (including through joint 
arrangements) in part only of its area functions, which before that date it 
exercised in that part; a relinquishing authority will continue to exercise in other 
parts of its area those functions which it has ceased to exercise in the part 
affected by a principal order, a relinquishing authority will necessarily be a 
reorganised authority (see below); 

(e) a reorganised authority : an authority which as a result of a principal order. 

(i) exercises (including through joint arrangements), or is so to exercise,, 
from the reorganisation date, in addition to the functions it exercises 
before that date, all the functions exercised before that date by authorities 
of the other principal tier of local government, (for example, in cases 
where the district council for an area is to exercise county council 
functions in that area), or 

(ii) is, or is to be, from the reorganisation date , the authority for a 
different (eg altered) county or district area, as the case may be, to that for 
which it was the authority prior to that date, or 

(iii) from the reorganisation date fulfils both the above conditions; 

(f) a successor authority : an authority which in any area exercises (including 
through joint arrangements), or is so to exercise, from the reorganisation date 
all- the functions previously exercised in that area by an abolished authority ; a 
successor authority will be a new authority or a reorganised authority. 

Implementation of Structural and Boundary Chang es 

The Process of Implementation 

2.13 The Secretary of State may give effect by principal orders , with or without 
modifications, to any recommendations of the Commission. He may also make 
regulations under section 19 of the 1992 Act of general application for such additional 
provision as he considers necessary for the purposes, or in consequence, of any 
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I ‘ icipal orders, or to give full effect to such orders. Section 26 of the 1992 Act 
provides inter alia that the provisions in these regulations and principal orders may 
make provision in respect of any Act (except Part II of the 1992 Act) or secondary 
legislation including provision for its amendment or repeal. 

2.14 It is proposed to make regulations under sections 19 and 26 of the 1992 Act 
which would inter alia : 

(a) give effect to the arrangements adopted for transferring real property, other 
assets and liabilities, and for handling on reorganisation authorities’ loan debt 
and their accounts and audit; 

(b) make other appropriate transitional provisions including those necessary for 
shadow running and shadow status (see below), and for the transitional 
operation of the local government finance system as established principally by 
the Local Government Finance Acts 1988 and 1992. 

The Department intends in further papers to consult on proposals for the transitional 
operation of the local government finance system, but preliminary proposals for such 
operation are outlined for information at appendix A . The Department also intends to 
consult on the detail of proposed regulations. It is intended that the principal 
regulations covering finance matters should be made around the same time as the first 
principal order is laid before Parliament. 

2.15 It is envisaged that various stages - or operative dates - in the process up to and 
including Ml vesting of successor authorities will be prescribed by regulations under 
the 1992 Act. In chronological order these are:' 

(a) the Order date which is the day on which the principal order is made giving 
effect to the Commission’s recommendations (with or without modifications) in 
respect of a review area; 

(b) the electoral date which is the day on which the first elections (on the basis 
of any electoral changes specified in the principal order) are held for 
membership of new authorities and reorganised authorities; 

(c) the establishment date which is the day on which the council of a new 
authority or reorganised authority, elected to that authority on the electoral 
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date , first meets; in relation to a new authority it is also the date on which ; 
authority is established and its members come into office; 

(d) the reorganisation date which is the day on which any structural and 
boundary changes for that area made by a principal order first come into effect; 
it is the date on which full vesting of functions and property occurs for 
successor and acquiring authorities ; the reorganisation date is thus the date on 
which any authority to be abolished by a principal order is so abolished. 

Shadow Running and Shadow Status 

2. 16 In relation to a new authority it is envisaged that the authority will have a period 
of shadow status from the establishment date until immediately before the 
reorganisation date , during which it will undertake the work (" shadow running"). 
necessary to plan for the assumption of its full functions from the latter date. 

2.17 In cases where there is no new authority , the reorganised authority will also be 
engaged in shadow running for a period from the establishment date until immediately 
before the reorganisation date , preparing for the assumption of its new functions 
and/or area. During the period of shadow running , a reorganised authority will also 
continue to exercise its existing functions throughout its existing area. 

2.18 During the period of shadow running both new authorities and reorganised 
authorities will have functions in respect of the financial year beginning on the 
reorganisation date , relating (as appropriate) to budgeting, precepting, tax setting and 
certain other financial matters. Special transitional provisions will be required to deal 
with this period of shadow running in relation to the operation of the local government 
finance system. 

Designated Authorities 

2.19 It is proposed that from the reorganisation date a designated authority would 
exercise certain functions, hold certain assets and meet certain liabilities on behalf of 
a number of successor authorities to an abolished authority . A designated authority 
would be required in relation to certain residual matters such as abolished authorities’ 
loan debt, current assets and liabilities, and accounting procedures. Proposals for 
designated authorities are covered in detail in the relevant chapters. In particular, it 
is proposed that in relation to an abolished authority the designated authority for 
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i 1 Ring current assets and liabilities, for closing the abolished authority ’s accounts, 
and for loan debt would be the same successor authority. 

Residuary Body 

2.20 The Government also proposes by order under section 22 of the 1992 Act to 
establish a national residuary body to deal with certain matters relating to the transfer 
of real property in those parts of a review area where there is an abolished authority . 
The residuary body would be a new Non-Departmental Public Body. Detailed 
proposals are set out in the wider context of proposals for the transfer of property 
described in chapter 3. 

Joint Arrangements 

2.21 Joint arrangements may be established on either a voluntary basis (under section 
101 of the Local Government Act 1972), or required by statute (eg a combination 
scheme under the Fire Services Act 1947, or in certain circumstances by order under 
section 21 of the 1992 Act). The Government’s policy, set out in the Guidance to the 
Commission, is that unitary authorities should, wherever possible, be responsible for 
all local government functions to secure enhanced accountability. However, authorities 
may decide that voluntary arrangements are desirable and there may in some instances 
be a good case for their establishment to achieve a satisfactory structure, particularly 
in relation to certain cross-functional matters. 

2.22 To the extent that property transfers to new authorities , it is envisaged that as 
regards joint arrangements the general principles for the transfer of real property set 
out in Chapter 3 would apply. Broadly, where a joint authority, which is a body 
corporate, is established for a particular function, operational property connected with 
that function would transfer to it. 
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Chapter 3 

Transfer Of Property 



Executive Summary 

3.1 This chapter sets out the Government’s proposals in relation to the transfer of 
assets (ie for the purposes of this chapter, real property, moveable property and 
records relating to such property associated with transferred functions). Where an 
authority is abolished, it is proposed that all of its assets and liabilities would transfer 
on the reorganisation date to successor authorities or to a residuary body. It is 
proposed that a similar approach would be adopted to deal with the transfer of 
property between relinquishing and acquiring authorities (where there is no abolished 
authority), except that no residuary body would be involved. 

3.2 It is proposed that in a reorganisation authorities should seek in the first instance 
to reach agreement on the transfer of property which will fall into one of three 
categories: 

(a) operational assets which authorities agree are related to particular functions 
including administration; 

(b) assets which authorities agree are surplus to requirements and can therefore 
be sold; 

(c) "residual'’ assets on which agreement has not been reached. 

3.3 On this basis it is proposed that on the reorganisation date assets of abolished 
authorities would be treated as follows: 

(a) operational functional assets would transfer to the geographical successor; 

(b) operational administrative assets (eg office accommodation) would transfer 
to the successor authority agreed by all successors; 
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(c) operational assets with more than one function or user would transfer ' i 
single successor (with or without joint arrangements and with appropriate 
safeguards for user rights) if this is agreed by the authorities concerned; 

(d) assets which are identified as surplus would transfer to the residuary body; 

(e) all residual assets would pass into the custody of the residuary body. 

3.4 It is proposed that one national residuary body would be established with three 
main roles: 

(a) prior to the reorganisation date to assist in the process of identification of 
property (which may involve a role as an arbitrator in disputes and overseeing 
arrangements for user rights); 

(b) prior to the reorganisation date to reach agreements with predecessor and 
successor authorities (including new authorities with shadow status) on the 
identification of surplus assets, to take custody of such assets at the 
reorganisation date , arrange for their sale and distribute the proceeds; 

(c) to take custody from the reorganisation date of residual property (which 
may involve its administration and leasing) and to decide, in consultation with 
successor authorities , on its final destination. 

3.5 The Government’s initial view is that, subject to any special considerations which 
should be taken into account, capital receipts obtained by the residuary body from the 
sale of an abolished authority f s assets should be distributed to successor authorities . 
It is also envisaged that the costs incurred by the residuary body in relation to a 
particular review area would largely be met by capital receipts obtained from asset 
sales in that area. The Department intends to consult further on these matters. 

3.6 In the case of a relinquishing and acquiring authority (where there is no abolished 
authority) it would not be possible, under the provisions of the 1992 Act, for the 
residuary body to play any role in the transfer of property. It is proposed that in such 
cases asset transfers would be undertaken in accordance with the following principles: 

(a) acquiring and relinquishing authorities would agree on the transfer of 
operational assets to the functional successor; 
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(b) the authorities would have recourse to arbitration to deal with cases on 
which agreement could not be reached; 

(c) the acquiring authority would act as the designated authority for the sale of 
surplus assets; 

(d) residual property would remain with the relinquishing authority after the 
reorganisation date; in the absence of subsequent agreement between the 
acquiring and relinquishing authorities the appropriate successor would be 
determined by arbitration. 
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The Chapter 

Assets and Liabilities in a Reorganisation 



3.7 For the purposes of this chapter, assets are taken to be real property (land and 
buildings), moveable property (such as vehicles, operational equipment and computer 
systems) and records relating to such property associated with transferred functions. 
Rights and liabilities (including operating leases and contracts for service delivery but 
excluding any matters referred to in paragraph 3.8 below) are taken to relate to rights 
and liabilities in connection with assets to be transferred. 

3.8 Proposals for the treatment in a reorganisation of stocks, debtors, creditors, 
investments, provisions (including provisions for credit liabilities) and reserves 
(including usable capital receipts) are covered in chapters 4 and 6. 

3.9 It is proposed that where an authority is abolished the general principle should be 
that all of its assets and liabilities would transfer on the reorganisation date to 
successor authorities or to other bodies. Where boundaries are changed or functions 
transferred without an authority being abolished, it might be appropriate for certain 
assets and liabilities to transfer from the relinquishing authority to the acquiring 
authority. 

Statutory Provisions 

3.10 Under the 1992 Act the treatment of assets and liabilities may be a matter for 
agreement between the authorities concerned, provision in general regulations, or for 
provision in principal orders or orders connected with the establishment of one or 
more residuary bodies. 

3.11 In making a principal order the Secretary of State may, inter alia, make 
provision for the transfer of assets and liabilities to or from particular authorities either 
specifically, or generically (since, under section 17(4) of the 1992 Act, he may make 
provision in a principal order in relation to the provisions of that order or such orders 
previously made equivalent to that which may be contained in regulations under 
section 19 of the 1992 Act or in an agreement under section 20 of the 1992 Act). 
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2 l The Secretary of State’s powers under section 19 of the 1992 Act include powers 
to make provision in regulations which have general application for the transfer of 
"functions, property, rights or liabilities": 

(a) from an authority to another authority where the area of the latter includes 
any part of the area of the former; 

(b) from an authority which ceases to exist to a residuary body; and 

(c) for the management or custody of transferred property. 

3.13 Under section 20 of the 1992 Act any public bodies (eg a local authority or 
residuary body) affected bv a principal order may make agreements with respect to 
any property, income, rights, liabilities and expenses (so far as affected by the order) 
of, and any financial relations between the public bodies concerned. Such agreements 
may provide for the transfer of property, rights and liabilities. If agreement cannot be 
achieved, there may be recourse to an arbitrator chosen either by the bodies concerned 
or. appointed by the Secretary of State. 

3.14 One or more residuary bodies may be established by the Secretary of State by 
order under section 22 of the 1992 Act. The purpose of such bodies is to take over 
any property, rights, liabilities and related functions of authorities which cease to exist 
by virtue of principal orders. Under section 22(2)(d) the Secretary of State may direct 
a residuary body in relation to the performance of any of its functions. 

Overall Approach for Asset Transfers 

3.15 There are two main elements to the process of handling asset transfers: 

(a) prior to the reorganisation date the identification by category of assets as 
regards their status as: 

(i) operational (either functional - that is, relating directly to one or more 
particular functions - or administrative - those which do not relate 
specifically to one or more specific functions), 

(ii) surplus (in that they will no longer be required after reorganisation), 
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(iii) residual (in that it has not been possible to reach agreement by s 
reorganisation date); 

(b) the treatment from the reorganisation date of each category of assets, 
including arrangements for the administration of any surplus and residual assets 

(including the treatment of the proceeds of their sale). 

•** *“ ** 

Different approaches would be required as regards both elements in areas in which 
respectively there are, or are not, abolished authorities. 

Asset Transfers in Areas with Abolished Authorities 

Options for Transfers 

3.16 One approach would be to transfer ah assets to the geographical successor 
authority. This would have the benefit of simplicity and uniform treatment. It does, 
however, have a number of considerable drawbacks: 

(a) it takes no account of the distinction between operational (both functional 
and administrative) and surplus assets; 

(b) as a result there could be a major element of inequity either as a windfall 
gain or burden arising from property transfers; 

(c) the rights and interests of other clients and users would need to be 
safeguarded. 

3.17 It is therefore proposed that a more sophisticated approach is required akin to 
that adopted in relation to reorganisation in the metropolitan county areas under the 
Local Government Act 1985. This approach would: 

(a) distinguish operational assets - both functional and administrative - from 
surplus assets; 

(b) make appropriate provision for: 

(i) the inheritance and use of operational assets which have previously had 
more than one function or user, and 
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(ii) title disposal of surplus assets. 



Proposed Arrangements for Asset Transfers 

3.18 The following arrangements are thus proposed, including the establishment of a 
national residuary body: 

(a) operational functional asset's required solely for a single functional 
responsibility, or for a number of functions all of which in a particular area will 
transfer to the same functional successor, would pass on the reorganisation date 
to the functional successor for the area in which the assets are situated; 

(b) in the case of operational administrative assets successor authorities (and the 
residuary body) would (subject to (e) and (f) below) agree on the appropriate 
successor; 

(c) assets which have been used for more than one function or have more than 
one user but which all successor authorities (and the residuary body) agree 
should transfer to an identified successor would do so on the reorganisation date 
(with or without provision for joint arrangements or user rights); 

(d) provision could be made in principal orders relating to the treatment or 
inheritance of certain identified assets; 

(e) assets which the successor authorities identify as surplus would transfer on 
the reorganisation date to the residuary body; 

(f) all other assets about which agreement (either as to category, or successor) 
has not been reached by the reorganisation date would transfer on the that date 
to the custody of the residuary body. 

3. 19 A flow chart setting out how a transfer of assets in cases of abolition might work 
on this basis is at annex A to this chapter. 

3.20 It is envisaged that the process of identifying assets by category, and where 
necessary agreeing particular successors, would be undertaken during the period of 
shadow running , prior to the reorganisation date , on the basis of co-operation and 
agreement between the predecessor and successor authorities. 
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Residuary Body or Designated Authority 



3.21 In the Government’s view, a single body should assume responsibility for acting 
as an "honest broker" in the process of identification, for the administration of residual 
and surplus assets (in effect a property management role), the resolution of issues 
relating to the former and the sale of the latter, and for the distribution of sale 
proceeds. There are two options: 

(a) a designated "lead" authority in each review area; 

(b) a residuary body. 

3.22 It can be argued that the disposal of assets should be the subject of local 
accountability and is therefore best undertaken by the successor authorities , answerable , 
to their electorates for their decisions. However, it is hard to envisage that a 
designated authority would be able to act as an "honest broker". Nor is a smooth 
transition likely to be facilitated by giving such an authority the responsibility to deal 
with residual property matters on which, by definition, the authorities concerned had 
failed to agree. In the Government’s view a residuary body would provide the degree 
of independence required to facilitate effective transition. 

3 .23 The Government has considered whether a national- body or a number of regional 
residuary bodies (on the model adopted for the metropolitan counties under the 1985 
Act) would be more appropriate. In favour of a regional structure it can be argued that 
this would provide: 

(a) enhanced accountability for local decisions which is likely to make the main 
task of the body more acceptable locally; 

(b) application of local knowledge and expertise; 

(c) wind-up immediate upon completion of work in a particular review area. 

3.24 In favour of a national residuary body it can be argued that: 

(a) the residuary body will have a role in the process of identification but will 
not necessarily be required, or required only for a short period, after the 
reorganisation date; a national body would therefore avoid the need to wind-up 
regional bodies after only a short period of existence; 
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(b) it would avoid the creation of a substantial number of new Non- 
Departmental Public Bodies with the associated start up and support costs; 

(c) it would allow the residuary body to draw on experience in other review 
areas on the basis of a rolling programme. 

3.25 On balance the Government considers that there is a strong case for a single, 
national residuary body. However, it also recognises that the need for local knowledge 
is clear. The Government therefore proposes to establish a single national body but 
with a membership which inter alia reflects the local interests of the review areas 
concerned. 

The Residuary Body 

3.26 The residuary body would be a body corporate. The Secretary of State would, 
inter alia , be able to specify by Order: 

(a) the constitution and membership of the Board; 

(b) the funding arrangements for the residuary body; 

(c) the basis for the distribution of capital receipts; 
and to issue directions. 

3.27 It is envisaged that the residuary body would have three main roles: 

(a) to assist in the process of identifying and categorising assets prior to 
reorganisation, which may involve the arbitration of disputes and overseeing 
arrangements for user rights to be safeguarded; 

(b) prior to reorganisation to reach agreements with predecessor and successor 
authorities (in shadow status) in relation to surplus assets, to take custody of 
such assets on the reorganisation date and to arrange their sale and the 
distribution of the proceeds; 

(c) to take custody of residual property from the reorganisation date (which 
may involve its administration) and to decide its final destination in consultation 
with successor authorities. 
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It is envisaged that the residuary body would be largely funded from the caj 1 
receipts it obtains from the disposal of surplus assets (see paragraph 3.34 to 3.36 
below). It would also be possible to provide the body with powers to borrow or to 
levy. The Department intends in a future consultation paper to consult on detailed 
proposals for the funding of the residuary body. 

3.28 It would be possible to refine the approach to residual property by defining in 
regulations those categories of assets to be considered as residual, as in the 1986 
metropolitan reorganisation. However, the Government considers that this course 
would be less consistent with the generally non-prescriptive, agreement based 
approach which it is proposing, and has no current intentions to adopt such a course. 

3.29 It is likely that the time available for the process of identification and 
categorisation will be at a premium. It is envisaged that the residuary body would be 
established before or around the establishment date for the first new or reorganised 
authorities. The process of identification and categorisation may require the 
involvement of property consultants which it is envisaged would be employed by the 
residuary body. 

Multi-Purpose and Multi-User Assets 

3.30 There are two main issues: 

(a) user rights; 

(b) joint arrangements. 

3.31 There is likely to be a number of difficult cases relating to residual property 
which may include: 

(a) developed cross-boundary land; 

(b) prestige properties (eg museums, arboretums); 

(c) assets (eg. county record offices) which have previously served the whole 
of an area being divided; 

(d) town halls and other office accommodation; 
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(e) land held for the benefit or improvement of the area. 



3.32 Where authorities have reached agreement about the transfer of a multi-functional 
asset such as a town hall or office building it can be expected that the agreement 
would provide for the interests of previous secondary users. Existing joint 
arrangements could also be continued between the successor authorities. In the absence 
of suitable provision it is unlikely that agreement would be reached. In such cases 
assets would be residual. It is envisaged that the residuary body would be responsible 
for ensuring that appropriate provision is made to safeguard user rights. It would be 
open to the Secretary of State to direct the residuary body to transfer certain properties 
to particular successors; in such circumstances there might be compensatory 
allocations of capital receipts. 

3.33 In cases where it proves impossible to agree on joint arrangements, it is likely 
that the previous users would have concluded that more cost effective alternatives were 
available so that the sale of the asset would represent a rationalisation which would 
suit all parties. If prior to the reorganisation date any successor authority did not 
agree with a proposed sale or transfer to it or to another successor, that sale or 
transfer would not take place and the asset would pass on that date to the residuary 
body as a residual asset. 

Disposal of Surplus Property 

3.34 In distributing capital receipts arising from the sale of surplus property the 
residuary body would be concerned to avoid windfall gains and losses for particular 
authorities. It can be argued that the distribution of proceeds from disposals should be 
undertaken: 

(a) for the benefit of council taxpayers across the area of the predecessor 
authority; 

(b) for capital investment by successor authorities in new assets; 

(c) to pay for the costs of reorganisation (essentially to meet short term costs, 
including redundancy costs), including the costs of the residuary body, 

3.35 The distribution of capital receipts from the sale of surplus assets could therefore 
be undertaken in accordance with: 
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(a) council tax bases of the successor authorities ; this would ensure that o 
marginal effect on council tax bills was equal and would meet the requirements 
of equity; in cases of disaggregation it would avoid differential effects across 
the area of the predecessor authority; 

(b) population of the successor authorities ; this would be the most 
straightforward method; it was also the methodology adopted in relation to the 
1986 metropolitan reorganisation; population could be taken to represent a crude 
proxy for more general need in relation to capital expenditure; 

(c) local transitional costs; if these were to be high in a particular area it might 
be possible to provide additional receipts; it is not, however, immediately 
apparent how such a scheme would operate. 

3.36 The Government’s initial view is that after making any allowance for transitional 
costs, the generality of capital receipts obtained by the residuary body from the 
disposal of assets inherited from an abolished authority should be distributed to that 
authority’s successor authorities on the basis of population. This would be a 
reasonable proxy for more general capital investment needs. The Government 
recognises that special arrangements might be appropriate in cases where the disposed 
property was used before reorganisation in connection with functions being discharged 
after reorganisation through joint arrangements. The Government also proposes that 
the residuary body should be able to have regard to certain special considerations in 
deter minin g the distribution of receipts. In particular, where an authority has inherited 
a property which carries a substantial liability (such as a land-fill site) it might be 
appropriate for additional capital receipts to be made available to that authority as a 
"dowry". As regards transitional costs, it is envisaged that the residuary body’s costs 
relating to a particular review area would largely be met from capital receipts obtained 
from that area. The Department intends to consult further on these matters. 

Rights and Liabilities 

3.37 In the main it is envisaged that rights and liabilities associated with the 
occupation or ownership of a transferred asset would also transfer with that asset to 
a successor authority or the residuary body as the case may be. Other rights and 
liabilities might relate to enforceable undertakings, nomination rights etc. These might 
also be dealt with in analogous fashion to assets. 
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/ it Transfers in Areas without Abolished Authorities 



3.38 In areas where there are no abolished authorities (ie simply changes in the 
boundaries or functions of existing authorities) it is envisaged that the principles set 
out above would, mutatis mutandis , apply. However, the major difference would be 
that under the 1992 Act, in the absence of an abolition, the residuary body could have 

no role. 

3.39 It is proposed that the broad principle of identification and transfer being agreed 
between the parties would apply to relinquishing and acquiring authorities. In similar 
fashion to cases of abolition, it would be open to the parties to agree recourse to 
arbitration. It is envisaged that all operational assets connected with the exercise of 
functions transferring to the acquiring authority , would transfer to that authority. It 
would be open to the authorities to include in any agreement provision for user rights 
(which could also be covered by provision in regulations) or joint arrangements. 

3.40 Where the parties agree that an asset is surplus it is envisaged that the acquiring 
authority would be the designated authority for the purposes of sale. Proceeds from 
the sale would be distributed on the basis that the acquiring authority would receive 
a proportion of the capital receipts equivalent to the proportion of the population of 
the relinquishing authority represented by the population of the transferred area. The 
relinquishing authority would receive the remaining portion of the receipts. 

3.41 In the case of residual property it is proposed that such property would remain 
with the relinquishing authority at the reorganisation date . Subsequently, the 
relinquishing and acquiring authority could agree on the successor. In the absence of 
agreement, it is envisaged that the successor could be decided by arbitration, including 
if necessary by an arbitrator appointed by the Secretary of State. These decisions 
would include decisions about any provision for user rights or joint arrangements. The 
decisions would be implemented by order. Surplus assets would be transferred to the 
designated authority on the basis that they be sold and the capital receipts distributed 
between the acquiring and relinquishing authority. 

3.42 A flow chart outlining the way in which a transfer of assets might be approached 
between relinquishing and acquiring authorities is at annexJB to this chapter. 
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TRANSFER OF ASSETS IN CASES OF ABOLITION 
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Annex A 



TRANSFER OF ASSETS BETWEEN RELINQUISHING AND ACQUIRING AUTHORITIES 
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Annex B 
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Chapter 4 

Transfer Of Other Assets And Liabilities 

Executive Summary 



4. 1 This chapter deals with the principles for the transfer of stocks, debtors, creditors, 
investments, provisions, and reserves. It is proposed that in the case of each abolished 
authority all such assets and liabilities would be transferred as a package to successor 
authorities. All assets and liabilities would transfer to successor authorities at their net 
book values, as shown in the abolished authority's last annual accounts, although 
where the authorities concerned agreed (or an arbitrator decided) a different value 
would be appropriate, this would be reflected in the attribution of reserves. There 
would be cash payments between successor authorities to reflect the agreed values of 
the assets and liabilities transferred, and the reserves attributed to each authority. 
Broadly analogous arrangements are proposed for relinquishing and acquiring 
authorities. 

4.2 In cases where an authority has been abolished it is proposed that: 

(a) its stocks would transfer on a basis agreed by the successor authorities (or, 
in the absence of agreement, determined by arbitration); it would be expected 
that generally stocks would transfer with the associated establishment (and DSO 
stocks with the associated work); 

(b) its revenue and capital debtors, other than those in respect of local taxes (eg 
non-domestic rates and council taxes), would transfer to the designated authority 
for debt administration ("the designated authority " - see chapter 6), unless the 
successor authorities agreed otherwise; local tax debtors would transfer to the 
geographical successor authority (ie the billing authority in the area of which 
was situated the hereditament or dwelling etc to which the debt related); where 
authorities agreed a value for debtors different from the net book value in the 
abolished authority's annual accounts, this would be taken into account in the 
allocation of reserves (see (f) below); 
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(c) its creditors would transfer to the designated authority , unless the succe 
authorities agreed otherwise; 

(d) its approved investments and cash (other than cash held by operational 
establishments which would continue to be so held) would transfer initially to 
the designated authority , to be subsequently distributed (investments being 
realised as necessary) between all successors reflecting their shares of the 
abolished authority ’s reserves and the other assets and liabilities which they had 
inherited; 

(e) its non-approved investments would transfer to the designated authority 
(income from these investments subsequently being distributed between all 
successors on the basis of tax base), unless the successor authorities agreed 
otherwise; 

(f) for the purposes of calculating the amounts of cash payments between 
authorities, reserves and provisions would be attributed as follows; reserves and 
provisions earmarked to particular establishments would transfer to the 
successor authority inheriting that establishment (eg LMS balances would 
transfer with schools); provisions connected with particular debtors or stocks 
would transfer to the successor authority inheriting those debtors or stocks; 
reserves and provisions earmarked to meet some contractual or legal obligation 
would transfer to the authority to which that obligation had been transferred; 
usable capital receipts would be distributed among successor authorities pro-rata 
to population; remaining reserves would be distributed between successor 
authorities pro-rata to tax base after making allowances to reflect any 
differences between agreed values for stocks and debtors and their net book 
values; provision for credit liabilities would transfer to the designated authority. 

4.3 In cases of a relinquishing authority it is proposed that: 

(a) certain stocks, as agreed by the relinquishing and acquiring authorities , 
would transfer to the latter authority (with transfers decided by arbitration in 
absence of agreement); it would be expected that stocks associated with a 
particular establishment transferring to the acquiring authority would transfer 
to that authority, all other stocks would remain with the relinquishing authority ; 

(b) revenue and capital debtors would remain with the relinquishing authority 
unless otherwise agreed by the relinquishing and acquiring authorities , except 
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that local tax debtors would transfer to the acquiring authority in those cases 
where that authority was the billing authority for the hereditament or dwelling 
etc to which the debt related; 

(c) creditors would remain with the relinquishing authority , unless the 
relinquishing and acquiring authorities agreed otherwise; 

(d) approved investments, which It was not necessary to realise to meet the cash 
payment to an acquiring authority, would remain with the relinquishing 
authority , unless that latter authority and the acquiring authority agreed 
otherwise; 

(e) non-appro ved investments would remain with the relinquishing authority , 
except those, associated with the area in which functions were being transferred, 
which would be transferred to the acquiring authority, unless otherwise agreed 
by the relinquishing and acquiring authorities', 

(f) earmarked reserves and provisions would transfer as required to the 
acquiring authority, remaining reserves would be distributed between the 
relinquishing authority and acquiring authority by reference to tax base. 

4.4 The cash payment between a successor authority and the designated authority, or 
between an acquiring authority and relinquishing authority, would be calculated as the 
amount produced by: 

(a) deducting the amount (net book value) of stocks and revenue debtors 
transferred to that authority; from 

(b) the sum of the amounts in respect of the following items transferred or 
attributed to the successor or acquiring authority: 

(i) reserves and provisions, 

(ii) creditors (net book value), 

(iii) usable capital receipts. 

If the result is positive , the designated or relinquishing authority would make a 
payment of that amount to the successor or acquiring authority; if neg ati ve, the 
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payment would be made to the designated or relinquishing authority. The makin f 
such payments might involve approved investments of the abolished authority being 
converted into cash, or its internal borrowing being replaced by external borrowing 
(which would become part of the debt to be administered by the designated authority). 

4.5 It is also proposed that financial commitments outside the capital finance system 
(eg certain deferred purchase agreements)", related to particular assets, would transfer 
to the authority inheriting the asset concerned. 

4.6 It is proposed that the administration costs of designated authorities in relation to 
the transfer of these assets and liabilities would be shared between successors either 
in proportion to tax base or as a locally agreed basis. The Department intends in a 
further paper to consult on detailed proposals for the treatment of such administrative 
costs. 
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e Chapter 



Overall Approach 

4.7 This Chapter sets out proposals for the treatment of the following assets and 
liabilities where there are changes of structure or boundaries as a consequence of the 
Local Government Review: 

(a) stocks; 

(b) debtors; 

(c) creditors; 

(d) investments; 



(e) reserves and provisions (other than the provision for credit liabilities and 
usable capital receipts which are covered in chapter 6); 

(f) deferred charges; 

(g) other financial commitments outside the capital finance system e.g. certain 
deferred purchase agreements on assets. 

4.8 In relation to the above assets and liabilities the chapter sets out proposals 
regarding: 

(a) the principles underlying transfers from abolished or relinquishing 
authorities ; 

(b) the relationship between transfers of assets and liabilities and cash payments 
between successor authorities or between relinquishing and acquiring 

authorities ; 

(c) proposals for allocating assets and liabilities between successor or acquit ing 
authorities ; 

(d) administrative arrangements; 
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(e) consequent changes to the capital finance system. 



As an illustration, the application of the proposals to a particular set of circumstances 
is set out in appendix B to this paper. 

Principles Underlying Transfers of Assets and Liabilities . 

4.9 Where an authority is abolished all its assets and liabilities would transfer on the 
reorganisation date to successor authorities or to the residuary body. Where an 
authority ceases to exercise functions in part of its area without being abolished, 
certain assets and liabilities would transfer from that authority (ie the relinquishing 
authority) to the acquiring authority . 

4.10 It is proposed that the assets and liabilities with which this chapter is concerned 
(see paragraph 4.7 above) would be transferred at their book values as recorded in the 
abolished or relinquishing authority’s annual accounts for the year immediately 
preceding reorganisation. Connected with these transfers of assets and liabilities it is 
proposed that there would be cash payments (at appropriate times which might be 
prescribed) between the designated authority and other successors in the case of an 
abolished authority , or between a relinquishing and acquiring authority. These cash 
payments are to provide each successor or acquiring authority with an appropriate 
amount of cash having regard both to the assets and liabilities transferred to it, and to 
the reserves attributed to it. For the purposes of calculating these cash payments, it 
is proposed that in making the reserve attribution regard might be had to values of 
assets (eg stock or debtors) different from the transferred book values where there is 
local agreement to this effect between the authorities involved, or where such different 
values have been decided by arbitration. Where the authorities making or receiving 
such cash payments are billing authorities, it might be necessary for the payments to 
be apportioned between the general fund and the collection fund. 

Cash Payments 

Relationship Between Transfers of Assets. Liabilities etc and the Cash Payments 

4.11 It is proposed that the amount of the cash payment between a designated 
authority and another successor authority , or between a relinquishing authority and an 
acquiring authority as the case may be, would be calculated as the amount (if any) 
given by the following formula - 

where 
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(I + J + 10 - (L + Mf) 



I is an amount equal to the amount of the abolished or relinquishing authority ’ s 
reserves and provisions (other than provision for credit liabilities) attributable 
to the successor or acquiring authority (see paragraphs 4.23 to 4.28 for basis 
of attribution, including adjustments to allow for changes to the values for 
stocks and debtors); , - •* 

J is the amount (ie transferred book value) of the abolished or relinquishing 
authority's creditors, including receipts in advance, transferred to the successor 
or acquiring authority (paragraphs 4.18 to 4.19); 

K is the amount of the abolished or the relinquishing authority 's usable capital 
receipts transferred to the successor or acquiring authority (see chapter 6); 

L is the amount (ie transferred net book value) of the abolished or relinquishing 
authority's stocks and prepayments transferred to the successor or acquiring 
authority (paragraphs 4.13 to 4.14); 

M is the amount (ie transferred net book value) of the abolished or 
relinquishing authority's revenue debtors transferred to the successor or 
acquiring authority (paragraphs 4.15 to 4.17). 

Where the result of the formula is a positive amount, this is the sum which the 
designated authority , or relinquishing authority as the case may be, would pay to the 
successor authority concerned, or acquiring authority ; if the amount is negative, this 
the sum which the successor authority , or acquiring authority as the case may be, 
would pay to the designated or relinquishing authority. 

4.12 In order to make the cash payments, approved investments previously held by an 
abolished authority might need to be converted into cash by the designated authority 
holding these investments. It is proposed that alternatively the authorities concerned 
might agree to settle the required cash payment by transferring approved investments. 
In addition, where an abolished authority had invested funds internally e.g. to meet 
expenditure for capital purposes or to fund debtors, the designated authority might 
need to replace those internally invested funds by external borrowing in order to 
release the cash to make the required payments. External borrowing taken out to 
replace internally invested funds in this way would form part of the debt held by the 
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designated authority for debt administration purposes (see chapter 6). It wouk' e 
possible that the total cash/approved investments inherited by the designated authority 
from an abolished authority might exceed the amount required to make the cash 
payments in accordance with the above formula. This could occur, for example, if 
funds had been borrowed in advance of the need for spending. Any such excess cash 
would, on the basis of the proposals for transferring loan debt (see chapter 6) and the 
proposals in this chapter, be held by the designated authority for debt administration 
purposes to repay transferred debt. 

Basis of Allocation of Assets and Liabilities etc between Authorities 

Stocks 



4.13 Stocks may include items associated with particular establishments (e.g. school 
stationery), items held for the purposes of DSOs and items held centrally (e.g. 
corporate stationery). It is proposed that authorities should reach agreement on the 
allocation of stocks wherever possible. Where an authority is abolished it is suggested 
that stocks associated with particular establishments should transfer to the authorities 
inheriting those establishments. It is likewise suggested that DSO stocks should 
transfer to authorities inheriting the related contracts, and that corporate stocks of an 
abolished authority should all transfer to one successor authority. In the absence of 
agreement, it is proposed that the allocation would be determined by an arbitrator. 

4.14 Stocks. would initially transfer to inheriting authorities at their value (net of any 
provision made by the abolished or relinquishing authority for stock obsolescence) in 
the books of the abolished or relinquishing authority. However, it is recognised that 
some stocks, particularly corporate stocks, may be worth less than their book value 
to inheriting authorities. Authorities would therefore need to agree the amount of any 
provision which should be made against transferred stocks in the books of inheriting 
authorities. Such provisions would be reflected in the attribution of reserves (see 
paragraph 4.26 below). Similarly, where stocks are worth significantly more than 
their book value, authorities might agree that they should be incorporated into the 
books of inheriting authorities at a higher value with consequent adjustments to the 
reserves attribution. In the absence of local agreement, it is proposed that the valuation 
of stocks would be determined by arbitration. 
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]' tors 



* 

4.15 Debtors may comprise both revenue and capital debtors (such as mortgages and 
other advances). Where boundaries are changed without an authority being abolished 
it is proposed that, unless the relinquishing and acquiring authority agree otherwise, 
all revenue debtors should remain with the relinquishing authority , except local tax 
debtors connected with hereditaments or dwellings etc in the area in which the 
acquiring authority is the billing authority. Capital debtors should also remain with the 
relinquishing authority but the acquiring authority might be eligible to receive a share 
of the capital receipts when they are realised either by agreement between the two 
authorities or following arbitration. 

4.16 Where an authority is abolished it is proposed that, unless alternative 
arrangements are agreed between successors, all debtors, other than local tax debtors 
should transfer to the designated authority for debt administration purposes. It might 
be that where the abolished authority has operated a devolved system of debt 
collection it would be sensible for operational units transferred to successors to pursue 
debts of the abolished authority. In the case of local tax debtors (ie the debtors in 
respect of rates, community charges, non-domestic rates, and council taxes), it is 
proposed that these would transfer to the successor authority which is the billing 
authority for the area in which is situated the hereditament or dwelling etc giving rise 
to the debt. It is recognised that depending on the individual circumstances of 
authorities, there might be implications for authorities 5 aggregate credit limits. It is 
proposed that the usable proportion of capital receipts from capital debtors would be 
distributed between successor authorities when they are received on the same basis as 
other usable capital receipts - i.e. generally in proportion to the populations of 
successors (see chapter 6). 

4.17 The value at which debtors would transfer to the designated authority would be 
the value (net of any provision for bad and doubtful debts) at which they are recorded 
in the books of the abolished authority. However, it is recognised that the book value 
might not in all cases be a reasonable estimate of collectability and it is therefore 
proposed that there should be similar arrangements to those proposed for stocks for 
revising the value of debtors i.e. for adjusting the reserve attributions to take account 
of any overvaluation. In addition, it is likely that there would be a need for a ‘final 
reckoning 5 of the value of transferred debtors once all steps have been taken to collect 
outstanding amounts with consequent adjustments to the reserve attributions and hence 
cash allocations of all successor authorities . 
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Creditors Including Receipts in Advance 



4.18 Where boundaries or functions are changed without an authority being abolished 
it is proposed that all creditors should remain with the relinquishing authority. Where 
an authority is abolished it is proposed that, unless alternative arrangements are agreed 
between successors, the liability to pay all creditors would transfer to one of the 
successor authorities . It is considered 'that in many cases this would be 
administratively simpler than dividing creditors between successors. It is not necessary 
for the creditors to transfer to the designated authority for debt administration 
purposes; however, it may make sense for that designated authority to take on this 
role. It is proposed that the liability represented by receipts in advance would be 
transferred to the authority responsible for providing the function to which the advance 
receipts relate. 

4.19 As part of the cash allocation process the authority inheriting creditors would 
receive cash or inherit cash or the means of generating cash (eg externalising loans), 
in order to meet the liabilities. 

Investments 



4.20 It is proposed that all the approved investments of an abolished authority would 
on the reorganisation date be transferred to the designated authority for debt 
administration purposes. That authority would need to convert part or all of these 
investments into cash in order to meet the requirements on it to make cash payments 
to the other successors as part of the cash allocation process. In the case of a 
relinquishing authority , approved investments, to the extent that they are not realised 
to meet a cash allocation to an acquiring authority , would remain with the 
relinquishing authority , unless that authority and the acquiring authority agree 
otherwise-. 

4.21 Non~approved investments form part of the capital assets of authorities. Where 
boundaries or functions are changed without an authority being abolished, certain non- 
approved investments associated with the geographical area relinquished might transfer 
to the acquiring authority either by agreement between the authorities concerned or 
following arbitration. Alternatively, a proportion of the income from the generality 
of non-approved investments might pass to the acquiring authority and it might receive 
a proportion of the usable capital receipts when such investments are realised. 
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t ' Where an authority is' abolished it is proposed that, generally, all non-approved 
investments should transfer on the day of abolition to one successor - a designated 
authority for such investments which might not necessarily be the designated authority 
for debt administration purposes - as apportioning the investments is unlikely to be 
practicable. However, as part of the settlement of assets it may be determined that 
certain non-approved investments (e.g. shares in a local company) should transfer to 
a different successor. It is proposed that income from transferred non-approved 
investments should be distributed by the inheriting authority between all successor 
authorities in relation to their tax bases and that usable capital receipts from the sale 
of non-approved investments should be apportioned in the same way as other usable 
capital receipts - i.e. generally in proportion to the population of each successor; 

Attribution of Reserves and Provisions 



4.23 These paragraphs do not apply to the provision for credit liabilities and usable 
capital receipts, both of which are dealt with in chapter 6, or to provisions which the 
abolished authority has made for stock obsolescence and bad debts which are dealt 
with above (see paragraphs 4.14 and 4.17). 

4.24 Other reserves and provisions fall into two categories: those earmarked for a 
specific purpose and others. Earmarked provisions/reserves would include 
surpluses/deficits under local management of schools. Authorities may also have other 
reserves and provisions earmarked for particular purposes under non-statutory 
arrangements e.g. devolved idget management schemes, repair provisions. It is not 
proposed that such non-statutory earmarking would affect the allocation of reserves 
or the use of reserves by successors unless expenditure has been contractually 
committed. 

4.25 For the purposes of calculating cash allocations (see paragraph 4.11 above), it 
is proposed that the amount of provisions/reserves which are earmarked to 
establishments which are transferring to a particular successor authority should be 
attributed to that authority. This would be the case regardless of whether an authority 
is being abolished. 

4.26 Where, on abolition, a successor authority inherits stocks or debtors and it is 
agreed/determined by arbitration that these have a value which is different to their 
book value on transfer, an amount of reserves would be attributed to the inheriting 
authority equal to the shortfall over book value (against which it can write down the 
value of the stocks or debtors); or where there is a surplus over book value, the 

43 



Printed image digitised by the University of Southampton Library Digitisation Unit 



amount of reserves otherwise attributable to the authority would be reduced b’ i 
amount equal to that surplus. 

4.27 Where an authority is abolished, it is proposed that for the purposes of the cash 
allocation calculation the balance of its reserves and provisions remaining after the 
attributions described in paragraphs 4.25 and 4.26 above would be attributed between 
successors in relation to their tax bases. -Where boundaries are changed without an 
authority being abolished it is proposed that the relinquishing authority should attribute 
a proportion of its reserves, after deducting amounts attributed for earmarked 
purposes, to the acquiring authority equivalent to the proportion of its tax base which 
is transferring. 

4.28 It is, of course, possible that the aggregate of the reserves/provisions would be 
less than the total of specific attributions (i.e. the amount attributed to cover amounts 
earmarked for specific establishments/functions, old debtors and overvalued 
stocks /debtors). In this case the balance to be attributed as described in paragraph 4.27 
is a negative amount for the purposes of the calculation of the cash allocations. Where 
this occurs, the overall fmal effect would be that the shortfall of the abolished 
authority’s assets over its liabilities (after allowing for revaluation of debtors and 
stocks) would be shared between all successors as a charge against their 
reserves/council tax payers. . 

Deferred Charges 

4.29 Deferred charges are written down as the related debt is repaid. Under the 
arrangements proposed for transferred debt, where an authority is abolished, its 
deferred charges should on the day of abolition transfer to the designated authority for 
debt administration purposes. Where boundaries are changed but no authority is 
abolished, deferred charges should remain with the relinquishing authority . 

Other Financial Commitments 



4.30 Authorities may have financial commitments outside the capital finance system 
such as deferred purchase agreements entered into prior to 7 July 1988. It is thought 
that it would generally be possible to relate such financial commitments to specific 
assets and it is therefore proposed that responsibility for meeting commitments should 
fall to the authorities inheriting the assets in question. If this is not possible, a 
designated authority approach, akin to that for loan debt (chapter 6), might be needed. 
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would apply either where an authority is abolished or where boundaries or 
functions are changed without abolition. 

Administrative Arrangements 

4.31 Where an authority is abolished and one successor takes on responsibility for the 
administration of certain of its assets and liabilities on behalf of all successors, the 
successor in question may incur additional administrative costs as a consequence of 
its "lead" role. This may include interest charges on temporary borrowing. It is 
proposed that the administrative costs of designated authorities would be shared 
between all successors in proportion to their tax bases or on a locally agreed basis. 
Where authorities have agreed that certain debtors and creditors would not pass to a 
lead authority it is likely that a local basis for apportioning the expenses of any lead 
authority would also need to be agreed. The Department intends in a further paper to 
consult on detailed proposals for the treatment of such administrative costs. 

Consequent Adjustments within the Capital Finance System 

4.32 The designated authority for debt administration purposes which would inherit 
the generality of debtors relating to abolished authorities would need an increase in 
its temporary revenue borrowing limit (TRBL) equivalent to the TRBL which the 
abolished authority would have had immediately prior to abolition. This would enable 
it to accommodate the borrowings associated with the transferred debtors within its 
aggregate credit limit. Where debtors are inherited other than by the designated 
authority , a proportion of the abolished authority's TRBL might need to be allocated 
to such other successors. 
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chapter 5 

Accounts And Audit 



Executive Summary 



5.1 This chapter sets out proposals relating to the closure and audit of accounts in the 
case of an abolished authority or a relinquishing authority. 

5.2 In the case of a relinquishing authority it is proposed that the authority would be 
responsible for the performance of all normal procedures relating to years prior to the 
reorganisation date. 

5.3 In the case of an abolished authority it is proposed that it would retain its normal 

responsibilities pri o r . to the reorganisation date. Subsequently, responsibility for 
closure and publication of accounts and grant claims would transfer to a designated 
authority for accounting purposes (ie the successor authority or if there are several, 
one of these successors), which would be the same as the designated authority for 
handling current assets and liabilities and for loan debt. The duties of the chief finance 
officer of the abolished authority would become duties of the chief fmance officer of 
the designated authority. From the reorganisation date all accounting records would 
transfer to the designated authority . . 

5.4 The designated authority would have the power to: 

(a) obtain information prior to year end to prepare for closure; 

(b) gain access post-reorganisation to all documents held by other bodies 
required to close the accounts; 

(c) obtain information post year end from officers or members of the abolished 
authority who have become officers or members of a successor authority or the 
residuary body; 
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(d) gain access to IT systems if these pass to an authority other than 
designated authority ; 

(e) require another successor authority to take any reasonably practicable step 
required to secure closure of the accounts. 

5.5 In the case of an abolished authority* k is proposed that the role of the auditor 
should continue after the reorganisation date until procedures relating to closure of the 
accounts have been completed. 

5.6 In the case of a relinquishing authority it is proposed that after the reorganisation 
date all electors in the areas of both the relinquishing and acquiring authorities would 
be able to exercise rights in relation to the relinquishing authority’s accounts for 
financial years prior to that date. Where an authority is abolished, it is proposed that 
the right of electors would extend to all the electors of all successor authorities . 

5.7 It is also proposed that the auditor should have the right of access to information 
from a member or officer of an abolished authority who subsequently becomes a 
member or officer of a successor authority or the residuary body. 
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The Chapter 



5.8 This Chapter sets out proposals in relation to closure, preparation and publication 
and audit of accounts (including grant claims, DSO accounts and DSO rate of return 
statements) for abolished authorities and relinquishing authorities. The principal issues 
addressed are: 

(a) In relation to accounts : 

(i) roles and responsibilities, 

(ii) pre-year end procedures, 

(iii) issues arising after the year end; 

(b) In relation to audit : 

(i) roles and responsibilities, 

(ii) access to information etc. 

Accounting Procedures 

Roles and Responsibilities 

5.9 Where boundaries are changed, or in part of an authority’s area functions are 
changed, without an authority being abolished, it is proposed that accounting 
arrangements would continue substantially unchanged i.e. that the relinquishing 
authority would carry out all the normal procedures to prepare and publish its accounts 
and submit grant claims for the years prior to the boundary change. 

5. 10 In the case of abolished authorities all duties in relation to accounts will continue 
until the reorganisation date and the responsible finance officer will continue to be 
required to keep adequate and up to date accounting records until that date. After 
abolition, it is proposed that responsibility for finalising the accounts of the abolished 
authority and for preparing and publishing the statement of accounts and producing 
grant claims would pass to a designated authority (ie the successor authority , or if 
there is are several, to one of those successors). This designated authority would also 
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be the designated authority for current assets and liabilities (see chapter 4) and loan 
debt (see chapter 6). Those duties which, but for abolition would have been duties of 
the abolished authority’s chief finance officer, would become the duties of the 
designated authority’s chief finance officer. 

Pre-Year End Procedures 

5.11 In order to assist the designated authority to close and prepare the accounts of 
an abolished authority after abolition, it is proposed that, prior to abolition, the 
designated authority would have the power to obtain information in relation to the 
accounts of the authority to be abolished. The objective of this power would be to 
enable the designated authority to set in train any procedures necessary for the 
satisfactory closure and preparation of the accounts which might otherwise not be done 
and which it would be very difficult or impossible to do after abolition. The. 
information sought might fall into one or more of the following categories: 

(a) records of year end stocks, debtors and creditors; 

(b) staff time apportionments, particularly those necessary for the completion 
of grant claims; 

(c) information about large suspense accounts and specific items within suspense 
accounts; 

(d) information about control account reconciliations; 

(e) financial information and information about accounting systems. 

5.12 In many cases it is envisaged that key accounting staff from the abolished 
authority would transfer to the designated authority in which case it may, in practice, 
make little use of this power. However, where it does take action the designated 
authority might incur expenditure, which would need to be considered in the wider 
context of funding designated authorities on which the Department intends to consult 

in a further paper. 

Issues Arising After the Year End 

5.13 On abolition, all accounting records relating to the abolished authority (general 
ledger printouts etc) would pass to the designated authority . Supporting documents 
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such as invoices, correspondence and orders would also generally pass to the 
designated authority , although some may pass to other successors or the residuary 
body. It is proposed that the designated authority would have a right of access to all 
documents held by other successors or the residuary body which it needs in order to 
prepare the accounts of the abolished authority, examples of such documents would 
be those relating to debtors which might pass to a number of successors, and 
documents relating to fixed assets which would pass to the authorities inheriting the 
assets or the residuary body. 

5.14 It is also proposed that the designated authority would have the right to obtain 
information and explanations relating to the accounts from any officers or members 
of the abolished authority who subsequently become officers or members of any 
successor authority or the residuary body. 

5.15 It is likely that the IT systems on which the accounts of the abolished authority 
ran would pass to one of the successors on abolition (although it is possible that they 
would pass to the residuary body). Where the IT systems pass other than to the 
designated authority it is proposed that the designated authority would have a right of 
access to the systems in order to close down the accounts of the abolished authority. 

It is also proposed that the designated authority would have the right to require any 
other successor to do anything which is reasonably necessary for it to close the 
accounts of the abolished authority. 

Audit Procedures 

Roles and Responsibilities 

5.16 It is proposed that the role of the auditor of an abolished authority would 
continue after the reorganisation date until the audit of the accounts for the preceding 
year has been completed, the DSO accounts and rate of return statement have been 
certified and all grant claims relating to years prior to abolition have been certified. 

5.17 In the case of a relinquishing authority , it is proposed that the rights of electors 
in relation to accounts and audit for financial years prior to the reorganisation date 
would extend after that date to all electors of both the relinquishing and the acquiring 
authority. Where an authority is abolished, the rights of electors would extend to all 
electors of all successor authorities. These arrangements reflect the fact that it may be 
difficult in practice to differentiate between electors based on former boundaries, and 
that electors of acquiring and successor authorities have a legitimate interest in the 
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accounts of a relinquishing or abolished authority from which certain physical ana 
financial assets and liabilities may be inherited. 

5.18 Where a prohibition order had been served on an abolished authority, it is 
proposed that the order would apply to all successor authorities from the date of 
abolition. On abolition, the auditor of an abolished authority would be required to 
send copies of all prohibition orders to all successor authorities . 

Access to Information 

5.19 It is proposed that the auditor of an abolished authority would have a right to 
obtain information and explanations from any former officer or member of the 
abolished authority who subsequently becomes an officer or member of a successor 
authority or the residuary body. The auditor would also have a right of access to 
documents held by any successor authority or the residuary body. 
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Chapter 6 



Transitional Arrangements For Loan 
Debt And The Capital Finance System 

Executive Summary 

6.1 This Chapter sets out the Government’s proposals for transitional arrangements 
in respect of: 

(a) loan debt; 

(b) credit arrangements; 

(c) credit ceilings; 

(d) provisions for credit liabilities (PCLs); 

(e) usable capital receipts; 

(f) aggregate credit limits (ACLs). 

6.2 It is proposed that all rights and liabilities (including the PCL) associated with an 
abolished authority ’s loan debt and with its credit arrangements would transfer to a 
designated authority (ie the successor authority or, where there are several, one of 
those successors). The designated authority would be responsible for administering 
that debt and those credit arrangements, meeting both principal repayments and 
payments of interest in respect of which it would receive contributions from the other 
successor authorities. It is intended in any reorganisation to consult the authorities 
concerned as to which successor should be the designated authority. 

6.3 Accordingly, it is proposed that for the purposes of the capital finance system the 
designated authority ’s credit ceiling and adjusted credit ceiling (ACC) would be 
increased by the abolished authority's credit ceiling and ACC, respectively, with 
commensurate increases in the ACL of the designated authority . That authority would 
be required to make additional minimum revenue provision (AMRP) in respect of the 
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increased ACC, the AMRP being in part reimbursed by contributions from the other 
successor authorities. 

6.4 It is proposed that the designated authority and the other successor authorities 
would be able to agree the basis on which they would contribute towards the AMRP 
and interest attributable to the abolished authority's loan debt (although for the 
purposes of the revenue support grant system a basis of contribution would need to be 
assumed). In the absence of such agreement contributions would be determined by 
formulae prescribed in regulations. In essence the formulae would provide for the 
AMRP and attributable interest to be borne by successor authorities in proportions 
determined by reference to council tax base and (in the case of housing authorities) 
numbers of dwellings transferred from the abolished authority , or in such other 
proportions as the successors might agree. It is also proposed that the formulae would 
provide for a successor authority in any year voluntarily to increase (including from 
capital receipts) its contribution towards the provision for repaying the abolished 
authority's loan debt, thereby reducing its future contributions towards both debt 
repayment and interest. 

6.5 Where an authority is reorganised (but there is no abolished authority) it is 
proposed that loan debt and credit arrangements would remain with the relinquishing 
authority. That authority would, however, receive contributions from the acquiring 
authority in respect of its MRP and payments of interest. It would be open to the 
relinquishing and acquiring authorities to agree the contributions. In the absence of 
such agreement the acquiring authority’s contributions would be determined by 
formulae prescribed in regulations, which would provide that the relinquishing 
authority’s MRP and interest payments attributable to its loan debt at the 
reorganisation date would be borne by both the relinquishing and acquiring authority 
in proportions determined by reference to council tax base and (in the case of housing 
authorities) numbers of transferred dwellings, or in such other proportions as they 
might agree. 

6.6 It is proposed that an abolished authority’s usable capital receipts would be shared 
among successors pro-rata to population. It is envisaged that where there is an 
abolished authority the transfer of usable capital receipts would be reflected in the 
wider cash payment between authorities (see chapter 4). 
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The Chapter 



6.7 The principal matters covered in this chapter are the treatment in a local authority 
reorganisation of the following items: 

(a) loan debt; 

(b) credit arrangements; 

(c) credit ceilings; 

(d) provisions for credit liabilities (PCLs); 

(e) usable capital receipts; 

(f) aggregate credit limits (ACLs); 

where loan debt means the liabilities of an authority to repay money borrowed by it 
or by a predecessor authority including an abolished or relinquishing authority , and 
the other items have the same meaning as in the Local Government and Housing Act 
1989 ("the 1989 Act"). The chapter first considers the approach adopted in the 1986 
reorganisation in the metropolitan areas and then sets out certain proposals for the 
current reorganisations. These proposals draw on the 1986 arrangements, but take 
account of current circumstances, particularly the capital finance system established 
by the 1989 Act. 

A pproach in The 1986 Reorganisation of Metropolitan Areas 

6.8 In 1986 the whole loan debt of an abolished metropolitan county council was 
transferred to one of its successor authorities (the "designated council"). A designated 
council was required to establish a metropolitan debt administration fund in order to 
account for all transactions associated with the transferred loan debt. The designated 
council assumed all rights and liabilities in respect of the loan debt transferred to it. 
That council was also empowered for specified periods (i.e. the period during which 
provision was to be made from revenues for repaying the transferred loan debt) to take 
out fresh loans for the purposes of repaying either transferred loan debt or loans 
previously raised by it in connection with that loan debt. 
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6.9 The designated council was required to pay into the metropolitan deot 
administration fund appropriate contributions towards the cost of servicing (i.e. 
provision for the repayment of principal plus interest) the transferred loan debt and 
any loans subsequently raised in connection with that debt. These contributions 
comprised the contribution of the designated council itself plus amounts recovered 
from other successor authorities. These contributions had to be charged to the revenue 
accounts of each of the successor councils.’ - 

6. 10 In the 1986 reorganisation the appropriate contribution of each successor council 
was determined as follows: 

(a) contributions connected with loan debt which was attributable to 
assets/functions taken over by a particular council were to be met by that 
council; and 

(b) contributions connected with the remaining loan debt were apportioned 
between councils in proportion to the populations of their respective areas. 

6.11 When the new capital finance system was introduced in 1990, transferred loan 
debt from the 1986 reorganisation was incorporated into the new system as follows: 

(a) an am ount, equal to the amount of transferred loan debt less the total for 
financial years prior to 1990/91 of contributions made by way of principal 
repayments, was included in the credit ceilings of designated councils, so that 
they had sufficient headroom within their ACLs to accommodate the effects of 
that loan debt; no allowance for transferred loan debt was made in the credit 
ceilings of other successor authorities ; 

(b) the adjusted credit ceilings (ACCs) of designated councils (which determine 
the am ount of the minimum revenue provision for debt repayment) excluded 
transferred loan debt; thus no minimum revenue provision was required in 
respect of transferred loan debt, but contributions towards the provision for 
repayment of the transferred loan debt continued to be separately charged to 
revenue accounts of all the authorities concerned in accordance with the Orders 
establishing the debt administration arrangements in each metropolitan area; and 

(c) the contributions towards the provision for the repayment of transferred loan 
debt, both from the designated council itself and from other successor 
authorities , were required to be set aside as PCL by the designated council (by 
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virtue of Regulation 12 of The Local Authorities (Capital Finance) Regulations 
1990). 

Treatment of Loan Debt and Credit Arrangements for 1992 Act Reorg ankatinns 
Administration of Loan Debt and Credit Arrangements 

6.12 It is proposed that where an authority is abolished, its loan debt, all rights and 
liabilities connected with that loan debt, and rights and liabilities in respect of its credit ' 
arrangements would be transferred to an authority ("the designated authority") which 
would be its successor authority , or where there are several successors, to one of those 
authorities. It is proposed that in any case where there are several successor 
authorities, the choice of designated authority (which would be prescribed in the 
principal order) would be the subject of prior consultation with the authorities 
concerned. 

6.13 A designated authority would thus be responsible for meeting principal 
repayments and payments of interest in respect of transferred loan debt, and payments 
in respect of transferred credit arrangements. It is proposed that, subject to the 
limitations imposed by the ACL under 1989 Act, a designated authority would have 
powers to borrow money for the purposes of meeting repayments of transferred loan 
debt, payments on transferred credit arrangements, and any principal repayments in 
respect of money borrowed as a consequence of the authority being a designated 
authority. It is also proposed that the designated authority would receive the amounts 
which the abolished authority had previously set aside, but not used, for the purposes 
of repaying its loan debt or meeting credit arrangements (see paragraph 6.27(c) 
below). Where there are several successor authorities it is proposed that the designated 
authority would receive contributions (see paragraphs 6.15 to 6.25 below) from the 
other successor authorities towards the making of provision for debt repayment, and 
the payment of interest, in connection with transferred loan debt and transferred credit 
arrangements. 

6.14 Where boundaries or structure are changed, but an authority is not abolished, it 
is proposed that the loan debt and credit arrangements of a relinquishing authority 
would continue to be administered by that authority. The authority would, however, 
receive contributions (see paragraphs 6.15 to 6.25 below) from acquiring authorities 
towards the making of provision for debt repayment, and the payment of interest, in 
respect of its loan debt and credit arrangements. 
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Provisions for Debt Repayment 



6.15 Under the current capital finance system charges to revenue account for provision 
for debt repayment (including in respect of credit arrangements) are based on an 
authority’s ACC rather than its loan debt. The amount of .an authority’s ACC may 
be less than its loan debt and credit arrangements because amounts set aside for debt 
repayment have been invested externally (rather than being used say to repay debt or 
credit arrangements), loans have been taken out in advance of the need to spend, or 
because loan debt includes temporary borrowing for revenue purposes. The ACC may 
be greater than the loan debt and credit arrangements because capital expenditure has 
been temporarily paid for using cash generated internally (e.g. from usable capital 
receipts or revenue reserves) rather than by taking out loans. In any particular case, 
the difference between an authority’s loan debt and credit arrangements and its ACC 
might be due to one or more of these effects. 

6.16 If revenue provision for debt repayment is to remain the same in aggregate as it 
would have been without reorganisation, the amount attributable to each successor 
authority should be its share of the provision for debt repayment which the abolished 
authority would have made based on its ACC, rather than a new amount calculated by 
reference to repayments due on transferred loan debt and credit arrangements. 

6.17 Accordingly, where an authority is abolished, it is proposed that the ACC of the 
designated authority would be increased at the reorganisation date by an amount equal 
to the abolished authority’s ACC immediately before that date. The designated 
authority would then be required under the 1989 Act to make additional minimum 
revenue provision (AMRP) equal to that which would have been required of the 
abolished authority. It is also proposed that where there are several successor 
authorities, authorities other than the designated authority would be required to make 
contributions to the designated authority towards its AMRP. It is proposed that any 
successor might make greater provision (including from capital receipts) for debt 
repayment in connection with transferred loan debt and credit arrangements than its 
share of AMRP. In the case of successors other than the designated authority any such 
greater provision would be paid to the designated authority as part of the successor s 
contribution in respect of transferred loan debt and transferred credit arrangements 
(see paragraph 6.18 below). The designated authority would credit any such greater 

provision to its PCL. 

6.18 It is proposed that the contributions a designated authority would be entitled to 
receive towards its AMRP are to be amounts calculated by formulae prescribed by 
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regulations, or such amounts as are agreed between all the authorities concerned. 
Contributions from the other successor authorities would partly offset the charge in 
respect of its AMRP in the designated authority's revenue accounts; the net charge in 
the designated authority's revenue accounts would be its share of the AMRP. It is 
proposed that a particular successor might voluntarily increase (including from capital 
receipts) its contribution in any year with the result of reducing or eliminating its 
contributions in future years; the designated authority would be required to credit any 
such voluntary increase to its PCL and could not use it to off-set its AMRP . It is not 
proposed to require the establishment of the equivalent of the metropolitan debt 
administration fund (see paragraph 6.8 above) for these transactions; there is no need 
for any such fund under the 1989 Act system. 

6.19 It is proposed that the formulae for calculating a successor authority’s 
contribution towards a designated authority’s AMRP for a fmancial year would 
operate separately on each component of the ACC of the abolished authority. That 
ACC could contain up to four components: 

(a) the housing component (for housing authorities); 

(b) the non-housing component; 

'(c) advances included in the initial credit ceiling which were made under a 
borrowing approval which stipulated a borrowing period of up to 10 years; 

(d) SCAs given in respect of expenditure which is only expenditure for capital 
purposes by virtue of a direction under section 40(6) of the 1989 Act. 

The first two components must be written down on a reducing balance basis, whilst 
the latter two are required to be written off in equal annual instalments over specified 
periods. For each of the first two components the formula would be - 

( (A x B) - C) xDl 



where 

A is the amount of the housing component, or as the case may be the non- 
housing component, of the abolished authority ’s ACC immediately prior to 
abolition; 
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B is the applicable proportion for the component (see paragraph 6.25 below) for 
the contributing authority; 

• C is the sum of the contributions (including any voluntary increases) in respect 
of the component made by the contributing authority in previous years; and 

D1 is the MRP percentage for the component. 

For each of the latter two components the formula would be - 

B x D2 



where 

D2 is the required write off for the year and B has the same meaning as above. 

A successor authority's contribution would be the sum of the amounts obtained by 
applying the respective formula to each component. 



6.20 Where boundaries or structure are changed without an authority being abolished, 
it is proposed that the acquiring authority would be required to make contributions to 
the relinquishing authority towards its minimum revenue provision (MRP) which 
would be unaffected by the reorganisation. It is proposed that the contributions a 
relinquishing authority would receive towards its MRP from an acquiring authority 
would be amounts calculated by formulae prescribed by regulations, or such amounts 
as are agreed between the authorities concerned. It is proposed that an acquiring 
authority might voluntarily increase (including from capital receipts) its contribution 
in any year with the result of reducing, or eliminating its contributions in future years, 
the relinquishing authority would be required to credit any such voluntary increase to 
its PCL and could not use it to off-set its MRP. It is proposed that the formula for the 
housing and non-housing components of the ACC would be - 

( (B x B) - F) x D1 

where 
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E is the housing, or as the case may be the non-housing component, of the 
ACC of the relinquishing authority immediately prior to transfer; 

B is the applicable proportion for the component (see paragraph 6.25 below) for 
the acquiring authority ; 

F is the sum of the contributions (including any voluntary increase) in respect 
of the component made in previous years by the acquiring authority ; and 



D1 is the MRP percentage for the component. 

The formula for the other two components would be the equivalent of that applying 
in the case of an abolished authority. 

Payment of Interest 

6.21 Payment of interest by a designated authority in connection with transferred loan 
debt would include interest payments on the transferred loan debt and credit 
arrangements themselves, and on any loans raised by the designated authority as a 
consequence of its debt administration role. It is proposed that the contributions which 
successor authorities would make to a designated authority towards such payments of 
interest would be amounts calculated by formulae prescribed by regulations, or such 
amounts as might be agreed between all the authorities concerned. Contributions from 
other successor authorities would partly offset the interest charge connected with the 
transferred loan debt in the designated authority's revenue accounts; the net charge in 
the designated authority’s revenue accounts would be its share of these interest 

charges. 

6.22 It is proposed that the formulae for calculating a successor authority s 
contribution towards a designated authority’s interest payments for a financial year 
would operate separately on the housing component, and on the combined other 
components of the ACC of the abolished authority. For the housing component and 
the other components respectively the formula would be - 

( (Z x B) - T) x G 



where 
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Z is the amount of the housing component, or as the case may be the total of 
the other components, of the abolished authority’s ACC immediately prior to 
abolition; 

B is the applicable proportion for the housing component, or as the case may 
be the other components, (see paragraph 6.25 below) for the contributing 
authority; 

T is the sum of the contributions (including any voluntary increases) in respect 
of the housing component, or as the case may be the other components, made 
by the contributing authority in previous years; and • 

G is the average rate of interest payable by the designated authority as a 
consequence of it being such an authority (after taking account of any interest, 
earned on approved investments/cash held as a consequence of it being such an 
authority). 

6.23 It is also proposed that the contributions a relinquishing authority would receive 
towards its payments of interest would be amounts calculated by formulae prescribed 
by regulations, or such amounts as are agreed between the authorities concerned. It 
is proposed that the prescribed formula for the housing and other components of the 
ACC would be - 



{{Y x B) - S) x H 



where 

Y is the housing component, or as the case may be the total of the other 
components, of the ACC of the relinquishing authority immediately prior to 

transfer; 

B is the applicable proportion for the housing component, or as the case may 
be the other components (see paragraph 6.25 below) for the acquiring authority; 

S is the sum of the contributions (including any voluntary increases) in respect 
of the housing component, or as the case may be the other components, made 
by the acquiring authority in previous years; and 
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H is the average rate of interest payable for the financial year concerned on the 
relinquishing authority ’s loan debt. 



Determination of Applicable Proportions, 

6.24 Authorities are no longer required to charge principal and interest repayments on 
outstanding debt to individual revenue" accounts and therefore do not necessarily 
maintain records of loans attributable to particular assets. Although many authorities 
have continued to maintain such records, a growing number have abandoned the 
practice. With the introduction of new capital accounting arrangements proposed for 
1994/95, most authorities are expected to abandon the current system of loans 
recording. It is therefore unlikely to be possible to require designated authorities to 
attribute MRP contributions to successor authorities by reference to the 
assets/functio ns to which the adjusted credit ceiling can be viewed as relating. It 
also not considered practicable to require debt to be apportioned by reference to the 
value of assets inherited because, particularly for the first reorganisations, values may 

not be known. 

6.25 It is therefore proposed that the successor authorities where an authority has been 
abolished, or the relinquishing and acquiring authorities where boundaries or functions 
have been changed, would be able to agree between themselves the basis on which 
contributions would be made (although for the purposes of the revenue support grant 
system a basis of contribution would need to be assumed). In the absence of 
agreement, it is proposed that for formulae, other than those operating on the housing 
component of the ACC, the applicable proportion would be determined by reference 
to the council tax bases of the authorities involved; for formulae operating on the 
housing component, the applicable proportion would be by reference to the number 
of transferred dwellings. Thus, where an authority is abolished, responsibility for 
contributing towards provision for principal repayments and for meeting interest 
payments would be split between successors pro-rata to the tax base of each for non- 
housing debt, and for housing debt pro-rata to the number of dwellings each had 
inherited from the abolished authority . In the case of an acquiring authority it would 
contribute towards the principal repayments and interest payments of the relinquishing 
authority a proportion of the total amount which the relinquishing authority is required 
to provide; that proportion would be for non-housing debt equal to the proportion of 
the relinquishing authority ’s tax base which the acquiring authority had inherited; for 
housing debt equal to the proportion of the relinquishing authority's dwellings which 
had been transferred to the acquiring authority. 
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Other Items within the CapitaLFmajic e^vstem 



6.26 Where boundaries and structure are changed without an authority being abolished 
there could be cases where the relinquishing authority would pass some of its usable 
capital receipts to those gaining boundaries or functions from it as part of the 
settlement of assets. There could also be cases where one authority making 
contributions in respect of a relinquishing authority’s loan debt might wish to pass a 
capital receipt to that relinquishing authority to extinguish its future liabilities for 
contributions. 

6.27 Where authorities are abolished, the following changes are proposed in relation 
to other items in the capital finance system: 

(a) Credit Ceiling . The credit ceiling of a designated authority would be 
increased by an amount equal to the credit ceiling of the abolished authority 
immediately before the reorganisation date . This, together with an appropriate 
transfer of cash for usable capital receipts (see subparagraph (b) below) and 
reserves, should ensure that designated authorities would be able to 
accommodate the loan debt they take over within their aggregate credit limits. 

(b) Usable Capital Receipts . It is proposed that successor authorities would be 
able to agree between themselves the basis of division of the usable capital 
receipts which an abolished authority possessed immediately before the 
reorganisation date. In the absence of agreement, it is proposed that in genet al 
such capital receipts would be apportioned pro-rata to the populations of 
successor authorities (see chapter 4). Successor authorities would be able to use 
their usable capital receipts, including those inherited from abolished 
authorities , to reduce their liability in respect of the abolished authority f s loan 
debt. 

(c) Provision for Credit Liabilities . Amounts set aside as PCL reduce an 
authority’s credit ceiling. It is proposed that the PCL of an abolished authority , 
to the extent that the amounts of that PCL had not been used by the authority 
prior to abolition to repay loan debt or credit arrangements, would be 
transferred to the designated authority for its use in redeeming loan debt and 
meeting repayments under credit arrangements. In practice this transfer would 
be reflected in the overall cash settlement between successor authorities (see 
chapter 4). 
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(d) Aggregate Credit Limit . The allocation of usable capital receipts and the 
provision for credit liabilities would be effected by appropriate transfers of cash 
to the designated authority and cash payments between that authority and other 
successor authorities. This would be part of a wider cash payments exercise 
designed inter alia to give each successor authority an appropriate amount of 
working capital (see chapter 4), For designated authorities , the transfer of cash 
plus the transfer of the abolished authority ’s credit ceiling would ensure that its 
aggregate credit limit (ACL) would be increased by an amount sufficient to 
enable it to accommodate the transferred loan debt. It is recognised that account 
might need to be taken in a successor authority ’s ACL of the current assets and 
liabilities transferred to it from the abolished authority (see chapter 4). 
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APPENDIX A 

(Chapter 2, paragraph 2.14) 

TRANSITIONAL PROVISIONS FOR THE 
OPERATION OF THE LOCAL 
GOVERNMENT FINANCE SYSTEM 



Community Charges 

1. It is proposed that there should be transitional provisions: 

(a) requiring successor authorities’ , or acquiring authorities’ , Community Charges 
Registration Officers to maintain from the reorganisation date all or part, as 
appropriate, of the community charge registers of abolished authorities or relinquishing 
authorities ; 

(b) transferring from the reorganisation date liabilities to pay community charges to 
successor authorities or acquiring authorities ] ; 

(c) from the reorganisation date giving successor authorities and acquiring authorities 
all the rights and duties which but for reorganisation would have been those of the 
abolished authority or relinquishing authority in relation to the transferred liabilities. 

Non-Domestic Rating fNDRl 

2. References in paragraphs 2 to 5 to an abolished authority or to a relinquishing authority 
are to such an authority which is a billing authority. Where a successor authority to an 
abolished authority , or an acquiring authority relating to a relinquishing authority , is a county 
council, it is proposed that from the establishment date that authority (which would be either 
a new authority , or a reorganised authority ), would be a billing authority for the purposes of 
Part III of the 1988 Act for financial years beginning on or after the reorganisation date. 
From that date such an authority would also be a billing authority for previous financial years. 

3. In the case of an abolished authority, it is proposed that its non-domestic rating list, or part 
of that list, compiled at a particular date (eg 1 April 1990) would horn the reorganisation 
date be the list, or part of the list, compiled at that date by the appropriate successor 
authority. Similarly in the case of a relinquishing authority, it is proposed that the appropriate 
part of its non-domestic rating list complied on a particular date would, from the 
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reorganisation date, be the list, or part of the list, of the acquiring authority compiled at thai 
date. 

4. Accordingly, any liability of a ratepayer to pay non-domestic rates would, from the 
reorganisation date , be a liability to the successor authority or acquiring authority , as the case 
may be, in the area of which the hereditament concerned is situated. All rights and duties in 
respect of the rating lists and such liabilities would pass to the appropriate successor authority 
or acquiring authority, irrespective of when a liability arose. 

5. In the case of an abolished authority, it is proposed that there would be transitional 
provisions in relation to the calculation of contributions to the NDR pool. In particular it is 
envisaged that: 

(a) all rights and duties in respect of its non-domestic rating contribution for the years 
preceding the reorganisation date would pass on that date to a designated successor 
authority ; 

(b) the designated authority would be responsible both for calculating the abolished 
authority’s "outturn" contribution for the year ending immediately before the 
reorganisation date , and in relation to any adjusting payments to or from the Secretary 
of State; the rights and liabilities of the designated authority would be exercised 
separately from the calculation of its own contribution .for years prior to the 
reorganisation date. 

Revenue Support Grant tRSG) and Other Grants 

6. To avoid any disruption to the operation of the RSG system it is proposed that there would 
be special transitional provisions in the case of an abolished authority so that any payments 
in respect of that authority and a period prior to the reorganisation date which were not made 
until after that date would be made to a designated authority. It is proposed that there should 
be analogous provision in respect of certain other grants including additio n a 3_ grant, counci l 

tax grant and special grant . 

Funds 

7. It is proposed that a new authority, which from the reorganisation date is to exercise 
district level functions, would have from its establishment date a general fund and a collection 
fund. A reorganised authority, which is a county council and which from the reorganisation 
date is to exercise district level functions in addition to its current county level functions, 
would have from the reorganisation date a general fund and from the establishment date a 
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collection fund; such an authority would cease to have a county fund from the reorganisation 
date. 

8. It is proposed that there would be special provision in respect of an abolished authority 
which is a billing authority so that it would be required to estimate in the normal way the 
surplus or deficit on its collection fund for the year immediately preceding the reorganisation 
date. The abolished authority would be required to notify each successor authority of the 
estimated amount of that surplus or deficit. The amounts so notified would be taken into 
account by successor authorities in setting their council taxes. It is proposed that there would 
be analogous provisions for a relinquishing authority which is a billing authority. 

Council Tax 

9. It is proposed that: 

(a) a new authority exercising district level functions would from the establishment 
date become a billing authority for years from the reorganisation date ; 

(b) a reorganised authority which does not exercise full district level functions before 
the reorganisation date would from the establishment date become a billing authority 
for years from the reorganisation date. 

10. It .is proposed that the rights and duties (including in relation to appeals) in connection 
with council taxes of an abolished authority which is a billing authority would pass to the 
successor authority exercising district level functions for that part of the area of the abolished 
authority in which is situated the dwellings to which those council taxes related. Similarly, 
rights, duties and liabilities in respect of council taxes connected with dwellings situated in 
that part of a relinquishing authority’s area passing to an acquiring authority , would transfer 
to the acquiring authority . 

1 1 . In relation to valuation lists it is proposed that: 

(a) in the case of an abolished authority which is a billing authority the list (or relevant 
part) would become, from the reorganisation date , the list or part of the list of the 
appropriate successor authority ; 

(b) in the case of a relinquishing authority which is a billing authority the relevant part 
of the list would become, from the reorganisation date, the list or part of the list of 
the acquiring authority. 
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12. Special provision would be required so that the listing officer would send appropriaie 
information to the successor , relinquishing and acquiring authorities by the specified dates 
in the year preceding the reorganisation date and as soon as practicable after the 
reorganisation date. 
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APPENDIX B 

(Chapter 4, paragraph 4.8) 



WORKED EXAMPLE OF TRANSFERS 
OF ASSETS AND LIABILITIES 



Opening Position 



Immediately prior to its abolition an authority’s balance sheet is as follows: 





£000 


Assets: 




Fixed assets 


97000 


Deferred charges 


3000 


Approved investments/cash 


20000 


Debtors 


10000 


Stocks 


6000 




136000 


Liabilities: 




External borrowing 


35000 


Capital discharged 


40000 

*• 


Provision for credit liabilities 


18000 


Usable capital receipts 


8000 


Creditors 


15000 


Revenue reserves 


20000 




136000 



The authority has a credit ceiling of £42m and a temporary revenue borrowing limit (TRBL) 
of £10m. 

Transfers of Assets and Liabilities 



The abolished authority has two successors: authority 1 and authority 2, which have identical 
populations and tax bases. Authority 1 is to be the designated authority for debt administration 
purposes. At the time of abolition assets and liabilities transfer to authorities 1 and 2 as 
follows: 
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Authority 1 


Authority 2 




£000 


£000 


Fixed assets 


60000 


37000 


Approved investments/cash 


20000 


0 


Debtors 


10000 


0 


Stocks 


3000 


3000 


External borrowing 


35000 


0 


Creditors 


15000 


0 



It is agreed by authorities 1 and 2 that the value of the stocks transferred to authority 1 is £2m 
and therefore the reserves (£20m) of the abolished authority are for the purposes of the cash 
allocation calculation attributed £10. 5m (ie £lm plus 14 x £19m) t'o authority 1 and £9.5m (ie 
!4 x £19m) to authority 2. The PCL of the abolished authority is allocated to authority 1 as 
designated authority for debt administration purposes and its usable capital receipts are split 
equally between the two successors. 

Cash Allocation 



The cash owed by authority 1 to authority 2, in accordance with the formula (I+J+K)-(L+M) 
is as follows (£000): 

9500 (reserves) + 4000 (usable capital receipts) - 3000 (stocks) = 10500 
Effect of Transfers on Balance Sheets of Successors 

Following the transfer of assets and liabilities the balance sheets of authorities 1 and 2 
(assuming they had no other assets or liabilities) would appear as follows: 





Authority 1 


Authority 2 


- 


£000 


£000 


Fixed assets 


60000 


37000 


Deferred charges 


3000 


0 


Approved investments/cash 


20000 


0 


Amount owed by authority 1 


0 


10.500 


Debtors 


10000 


0 


Stocks 


3000 


3000 




96000 


50500 
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Authority 1 



Authority 2 





£000 


£000 


External borrowing 


35000 


0 


Capital discharged 


3000 


37000 


Provision for credit liabilities 


18000 


0 


Usable capital receipts 


4000 


4000 


Amount owed to authority 2 


10500 


0 


Creditors - * - 


15000 


0 


Revenue reserves 


10500 


9500 




96000 


50500 


Authority 1 would then be able against its revenue 


reserves to write down its stocks to £2m. 


Effect on Aggregate Credit Limits 






At the time of abolition, the credit ceiling of authority 1 will increase 


by the amount of the 


credit ceiling of the abolished authority. In addition, its TRBL will increase by the amount 
of the TRBL of the abolished authority immediately prior to its abolition. Taking accounts 
of these adjustments and the cash transfers, the aggregate credit limits of authorities 1 and 2 


after transfer will appear as follows: 









Authority 1 


Authority 2 




£000 


£000 


TRBL 


10000 


0 


Credit ceiling 


42000 


0 


Approved investments/cash 


9500 


10500 


Usable capital receipts 


('4000') 


(4000) 


ACL 


57500 


6500 


External debt 


35000 


0 


Headroom within ACL 


22500 


6500 


ACL headroom comprises: 


Revenue reserves 


10500 


9500 


Creditors 


15000 


0 


Stocks 


('3000') 


('3000') 




22500 


6500 
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Contributions Towards Debt Repayment and Interest 



In the financial year beginning on the reorganisation date Authority 1 will be required to 
make AMRP of £1,680,000: £42m x 4%. Authority 2 will be required to contribute £840,000: 
((£42m x 50%) - 0) x 4%. 

If authority 1 pays interest on the debt inherited (plus any taken out as a consequence of being 
a designated authority for debt administration) at 10% its average interest rate as a 
consequence of being a designated authority for debt administration will be 10% and its 
additional interest costs will be £4.2m. Authority 2 will be required to contribute £2.1m 
towards these costs: ((£42m x 50%) - 0) x 10%. 
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